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1977 HIGHLIGHTS 


| 1977 1976 
Gross révenue................. $1,796,000 $1,806,000 
Cash flow from operations ...... 812,000 930,000 
per share ..... = 14.2¢ 16¢ 
Net income for 
the yeor..................... 347,000 470,000 
per shate.................... 6.1¢ 8.1¢ 
Shareholders equity ............ 5,209,000 4,756,000 
Property, plant & equipment..... 7,816,000 6,530,000 
Land holdings 
GOSS acres .................. 1,939,000 2,958,000 
net acres ..........&........ 1,226,000 2,090,000 
ACREAGE HOLDINGS 
January 31, 1978 
Working Interest Royalty 
Gross Net Gross 
acres acres acres 
CANADA 
Alberia ...................... 146,600 56,300 136,300 
Briusn Columbia.............. 1,400 700 — 
Saskatchewan ............... 10,900 10,900 — 
Arctic (siands ................ 929,300 649,000 695,100 
Beaufort Sea/Delta........... — — 1,723,900 
Northwest Territories .......... _ _ 162,200 
Yukon Teritory............... — _ 385,600 
Pacific Offshore .............. _ — 243,400 
Atlantic Offshore ............. 550,600 412,900 163,700 
Ontaio...................... 31,300 18,300 _ 
INTERNATIONAL 
North Sea iU.K.)............. 54,200 500 - 
Waly ........................ 92,600 3,700 
Jurkey ....................., 122,900 73,800  — 
1,939,800 1,226,100 3,510,200 
Comparative holdings, 
January 31 1977.............. 2,958,400 2,090,300 3,510,200 


Lochiel Exploration Ltd. 


TO THE SHAREHOLDERS: 


In 1977 Lochiel made further significant progress In 

its strategy of shifting emphasis from long-term devel- 
opment to current income-producing properties. Expen- 
ditures at a record level of $1,286,000 were made for 
drilling and development, an increase of 87 percent over 
1976. Approximately half of these funds was spent on 
developing proven reserves in Alberta and in the United 
Kingdom. 


Operating results for fiscal 1977 were adversely 

affected by the 10 week shut-in, due to an Alberta gas 
surplus, of the company’s largest gas producing prop- 
erty at Atlee Buffalo. Despite a resulting loss of revenue, 
total sales and cash flow declined only slightly in com- 
parison with 1976 results. Production at Atlee Buffalo 
has since resumed at full capacity, but various pro- 
rationing schemes are being considered this year. 


During the year Lochiel participated in drilling a 

record 18 wells. Of the nine completions resulting from 
this activity, Six were In new horizonsin the Atlee Buffalo 
area. The potential of these wells is being evaluated and 
they are expected to contribute to Lochiel’s cash flow 
and earnings in 1978 and In future years. 


Since the fall of 1977, management has taken a 

more aggressive approach to Crown land sales in 
Alberta and, as aresult, the company acquired 1,600 net 
acres, including 906 acres (480 net acres) in the West 
Pembina region. These lands were purchased at a time 
of unprecedented competition for oil and gas properties 
in the province. Lochiel intends to explore for and 
develop petroleum reserves on these and other holdings 
by means of increased cash flow, joint ventures, and 
hopefully, drilling funds. 


The Buchan oil field in the North Sea, in which 
Lochiel owns a One percent interest, offers excellent 


prospects to the company. This field is presently in the 
development phase, with production expected to begin 
late in 1979. As reported to Lochiel’s shareholders in a 
letter dated March 29, 1978, British Petroleum, which ts 
the operator of the project, has recently completed a 20 
hour production test on the first development well. This 
test covered a 110 metre (361 feet) interval and flowed 
at a rate in excess of 7,100 barrels of oil per day. Engineers 
estimate that this particular well is capable of producing 
20,000 barrels per day. A second development well 
recently entered the top of the oil zone 574 metres (1,883 
feet) above the water line indicating the thickest pay sec- 
tion so far encountered In the Buchan Field. Four addi- 
tional development wells are being drilled. Due to the 
fractured nature of the reservoir, itis difficult to determine 
how much of the estimated 650 million barrels of oil in 
the structure is recoverable. Based on a relatively con- 
servative 16 percent recovery factor, Lochiel’s share 
would amount to one million barrels net. 


The company’s broad exposure in Canada’s frontier 
areas will become increasingly important in the 1980's 
and beyond. In the Beaufort Sea Lochiel owns over- 
riding royalties and carried working interests In some 1.7 
million acres. Much of this acreage is within 15 to 25 
miles from where Dome Petroleum has drilled four Suc- 
cessful deep tests for oil and gas. At least three wells 
will be drilled in this area in 1978. Estimates on the size 
of the accumulations found are difficuit to obtain but 
they are rumored to be comparable to the largest ever 
discovered in Canada. 


In the rest of the Canadian Arctic, Lochiel continues 
to hold, at no cost, approximately 600,000 net working 
interest acres as well as 700,000 gross royalty acres. 
This area is recognized as having great hydrocarbon 
potential. 


Lochiel’s land inventory was reduced in 1977 by about 
one million gross acres due primarily to relinquishing 
permits in the Atlantic Offshore and Arctic Islands. 


It appears as though both federal and provincial govern- 


ments are showing little urgency in developing these 
frontier areas at this time. 


The company made two senior management ap- 


pointments in 1977. Allen Emes, a chartered accountant 


who holds an M.B.A. in finance, was appointed treas- 
urer, and J. Sheldon Crewson became vice president, 
exploration. Mr. Crewson, an Honours Graduate In 
geology from the University of Western Ontario, has 
had more than 25 years’ experience In the oil and gas 
industry. 


During the year J. C. Barron was elected to the 

board of directors. Mr. Barron, who Is a Senior partner 
in the Toronto investment firm of Cassels Blaikie & Co. 
Limited, will bring valuable financing and securities 
experience to Lochiel. 


On behalf of the directors, | would like to thank 
all Lochiel employees for a Job well done and for their 
contribution to the company’s progress in 1977. 


On behalf of the Board 


Re Faye 


Nicholas W. Taylor 
President 
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ALBERTA 


[] LOCHIEL HOLDINGS 


REVIEW OF OPERATIONS 


Canadian Exploration and Development 


ALBERTA 


WEST PEMBINA 


The company recently acquired a 50 percent interest 
in 960 acres in this area. Light oil has been discovered in 
the Devonian (Nisku) zone within two miles of the 
leases. The Nisku lies approximately 4,000 feet below 
the Cardium formation which has produced oil for 
almost 25 years. 
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QUIRK CREEK 


The company has a 0.75 percent net profit participa- 
tion in the 50 percent interest owned by Husky et al, 
both in the Rundle formation and the Mount Head for- 
mation of the Quirk Creek gas field. Present production 
is about 52,000 MCF per day and the company is 
expected to be in a net profits position by the mid-1980’'s. 


SWAN HILLS 


Lochiel has a working interest in 2 units where oil is 
being produced at the rate of 2,/00 barrels per day. The 
field, discovered in 1963, is expected to produce until at 
least 1998. 


BOHN LAKE 


In partnership with Canadian Homestead and Petro- 
mines, Lochiel made a recent gas discovery on this 
28,800 acre block. By drilling the well, at no cost to 
Lochiel, Canadian Homestead as operator earned a 60 
percent interest in the block with Petromines holding 
13% percent and Lochiel 26% percent. Further evalua- 
tion drilling is planned next winter. The block is situated 
in an area where a gas pipeline is being considered. 


BOHN LAKE AREA 


ALBERTA 


(a) LOCHIEL ACREAGE 


HE SUSPENDED GAS WELL 
0 1 2 3 4 5 


> ABANDONED WELL 


SCALE: MILES 


TABER 

A discovery of medium gravity oil has recently been 
made less than one quarter mile from Lochiel’s acreage. 
A well will shortly be drilled by Star Oil and Gas on 
Lochiel’s 480 acre block at no cost to the company, with 
Lochiel retaining a 25 percent interest in the block. 
Lochiel participated in the acquisition of 960 acres of 
Crown land immediately offsetting the discovery. The 
company’s interest in the new acquisition is 13% percent. 


S 


ATLEE BUFFALO 


A 30,720 acre block (15,360 net acres) located in 
eastern Alberta is Lochiel’s main producing property. A 
major step-out drilling program in 1977 resulted in six 
additional discoveries, some of which are expected to 
be producing by mid-1978. The field now produces 
4,189 MCF per day. The company is examining the 
possibility of further development drilling in this region. 


ATLEE - BUFFALO AREA 
ALBERTA 


GS LOCHIEL ACREAGE 


@ LOCATION #GAS WELL @ OIL WELL + ABANDONED 
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SCALE: MILES 


BRITISH COLUMBIA 


BUICK CREEK 

Lochiel has granted a farmout to Czar Resources 
Ltd. on its Buick Creek acreage for the drilling of a Trias- 
sic test. Czar will earn the spacing unit subject to an 
overriding royalty until payout, at which time it will have 
earned a 50 percent interest in the entire acreage. 
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ONTARIO 


LAKE ERIE 


The company has a 58.67 percent working interest 
in natural gas leases and licences covering about 31,250 
gross acres in the Lake Erie area of Ontario. At present 
14 wells are producing gas from the Grimsby formation. 
Gas prices in Ontario are being allowed a modest in- 
crease and, as a result, further development drilling will 
be done in 1978 in this area. 


LAKE ERIE 


| Lochiel Land Holdings 


' eos Gas Well 


- Dry Hole 


NORTHWEST TERRITORIES 


BAKER LAKE — MINING PERMITS 


Lochiel has an 8.6 percent participation in 288,000 
acres at Baker Lake on the western shore of Hudson 
Bay, where uranium deposits were discovered in 1975 
and 1976. Cominco has indicated that it will not con- 
tinue its option to explore this prospect. 


FRONTIER AREAS 
BEAUFORT SEA 


Recent discoveries in the Beaufort Sea have given 
rise to further optimism about the hydrocarbon poten- 
tial of the Beaufort Sea. Dome Petroleum announced 
significant discoveries of natural gas and oil in the gen- 
eral area of Lochiel’s 1.7 million royalty acres in the 
Beaufort Sea. A well designated as Nektoralik K-59 
flowed medium gravity oil to the surface at rates of up 
to 1,150 barrels per day. 

Lochiel has a 1.40 percent net carried interest and 
.967 percent gross overriding royalty in 220,288 acres 
situated 10 miles south of Nektoralik; and a 3 percent 
gross overriding royalty in another 518,890 acres 50 to 
100 miles east of the Nektoralik discovery. 


MACKENZIE VALLEY 


@ Oil Well 


He Gas Well 


© Drilling Locations 


[el Lochiel Interests 


Another well, the Ukalerk C-50, indicated an open 
flow of gas of more than 200 million cubic feet per day. 
Lochiel has a 0.567 percent gross overriding royalty and 
a 1.40 percent net carried interest on 386,937 acres 
located within 10 miles north of the Ukalerk well and a 
0.3 percent gross overriding royalty on 213,298 acres 
located within 25 miles north of the well. 


This year Dome Petroleum enters its third year of 
offshore drilling in the Beaufort Sea and has obtained 
government approval to extend the drilling season. 
This, combined with the attractive tax incentives now 
available to the financial partners, should result in 
increased activity in 1978 and 1979. Dome has the 
Capability to re-enter four wells already partially drilled; 
all four indicated hydrocarbon discoveries. The com- 
pany has also done preparatory work or set surface 


casing at five other locations and now has a total of nine 
potential locations to work on in the current drilling 
season. 

There is growing conviction that a marine trans- 
portation system may be a more economic method of 
moving hydrocarbons from the Beaufort region than a 
conventional pipeline. The advantages of marine trans- 
portation are: 


1. A lower threshold of reserves is required to cost- 
justify marine transportation. A pipeline is estimated 
to take eight to ten times the reserves required for a 
system which uses ships. 


2. Much of a marine transportation system could be 


M’Clure Strait 


built in southern Canada and moved to the frontier. 
This would cut costs and boost employment in 
Canada. 


3. A pipeline would require a substantially higher initial 
capital investment, estimated at about $20 billion. 
By comparison, a dual tanker system for moving 
both oil and liquid natural gas (LNG) should cost 
approximately $2 billion. 


Lochiel’s management believes that the Beaufort 
Sea resources will begin to alleviate Canada’s hydrocar- 
bon shortage far sooner than conventional thinking 
suggests, and that the area will become a major contri- 
butor to Lochiel’s future earnings. 
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CANADIAN ARCTIC ISLANDS 


On December 21, 1977 Polar Gas filed an application 
with the National Energy Board and the Department of 
Indian Affairs and Northern Development seeking 
approval for the construction and operation of a natural 
gas pipeline system from the Arctic Islands to markets 
in southern Canada. The proposed pipeline is to be 
2,338 miles long and will connect with the TransCanada 
pipeline in southwestern Ontario. The cost of the 
project is estimated at $6.1 billion. 


Lochiel, with a working interest in 929,300 gross 
acres and in 695,100 gross royalty acres in the islands, 
is watching these developments with great interest. 
The Arctic Islands Exploration Group (Imperial Oil, Gulf 
Oil Canada, and Petro-Canada) has now accumulated 
more than 10,000 miles of seismic data. Over the next 
five years the Group plans to spend $80 million with the 
Object of proving up the commercial threshold level to 


Foreign Exploration and Development 


THE UNITED KINGDOM 


Appraisal drilling has been concluded in the Buchan 
field in the U.K. sector of the North Sea, where Lochiel 
has a one percent working interest. Consent was re- 
ceived from the Department of Energy to proceed with 
the development and production program submitted to 
it in June of 1977. British Petroleum will be operator on 
behalf of the group which consists of Candel, Trans- 
WO baa OG aa Ossi ~-Charterhall; --BINFO.C., 
Lochiel and B.P. 


20 trillion cubic feet of gas. At present, it is estimated 
that there are more than 16 trillion cubic feet of proven 
gas reserves in the Arctic Islands. 


Approximately five TCF of these proven reserves lie 
in the King Christian area in wells offsetting the 280,000 
acres in which Lochiel has a right to a 12 percent work- 
ing interest after the start of commercial production. 


ATLANTIC OFFSHORE 


Lochiel holds a total of 550,600 gross working inter- 
est acres (412,900 net acres) and 163,700 gross royalty 
acres on the Labrador Shelf of eastern Canada. Discov- 
erieS made in recent years indicate good hydrocarbon 
potential, although activity in this area has been limited, 
largely due to the inability of various governments to 
agree On jurisdictions. 


The development program approved by the Depart- 
ment of Energy calls for the drilling of seven wells and 
the re-entering of an appraisal well drilled in 1977. The 
extraction procedure will include a floating production 
system, similar to that used in the Argyll field. The wells 
will be drilled through a template and the oil will flow 
through a semi-submersible rig and be pumped into 
tankers via an offshore loading system. By using a float- 
ing production system it is thought that the first oil will 
be commercially available in late 1979— far sooner than 
if a fixed production platform were used. 


NORTH SEA AREA 


se Lochiel Land Holdings 
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@ Oil Well O Drilling Well 
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Template through which Buchan development wells are to be drilled. 


The development program in the Buchan Field per- 
mits a minimum annual average production rate of 
50,000 barrels per day (500 net to Lochiel) and calls for 
the recovery of a minimum of some 50 million barrels of 
oil (500,000 to Lochiel) in the four years commencing 
late in 1979. The 50 million barrel figure is based on the 
lowest expected recovery factor. The geology of the 
Buchan field is extremely complex and unique to the 
North Sea. The fractured sandstone reservoir contains 
an oil column which is 574 metres (1,883 feet) thick in 
one appraisal well. It is estimated that the reservoir 
could contain as much as 650 million barrels, but be- 
cause of its fractured nature it is not possible to accur- 
ately predict the recovery factor. 


The company is optimistic about the future of the 
Buchan field. Even using the lowest expected recovery 
factor, the field is economic and, it is believed, the 
upside potential is extremely good. There are possibil- 
ities of further oil accumulations in the vicinity of the 
Buchan field which could also prove to be economic. 


SSS 
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Ship preparing to transport Template to Buchan Field. 
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ITALY AND TURKEY 


Lochiel is maintaining its interest in an oil and gas 
concession in Italy but intends to relinquish its holdings 
in Turkey. The company will continue to seek conces- 
sions in foreign countries where it is still possible to 
secure large, low cost land positions, offering good 
hydrocarbon potential. 
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FINANCIAL REVIEW 


In 1977 the company maintained the level of gross 
revenue reached in 1976, although net income and cash 
flow declined to 6.1¢ and 14.2¢ per share respectively. 
This was due to increased royalties and operating costs 
and also to the unexpected 10-week shut-in of the Atlee 
Buffalo property by TransCanada Pipelines. Manage- 
ment is hopeful that both cash flow and net income tn 
1978 will at least maintain 1977 levels. 


Lochiel has entered a period of expansion and capi- 
tal expenditures are expected to continue to increase. In 


1977 the company spent a record $1,286,000 on explor- 
ation, development and land acquisition. Approximately 
half of these funds came from cash flow generated in- 
ternally. The remainder was covered by Lochiel’s line of 
bank credit which, at fiscal year end, stood at $2.4 mil- 
lion. It is not anticipated that the full effect of these 
expenditures will be reflected in increased earnings and 
cash flow until late 1979 and possibly early 1980. 


Management expects that capital expenditures in 
1978 will show an increase over 1977 due to the com- 
pany’s program of development drilling in Canada and 
also due to Lochiel’s continuing participation in the 
costs of bringing the North Sea Buchan field on stream. 


AUDITORS’ REPORT 


The Shareholders, 
Lochiel Exploration Ltd. ———r—e_ se = 
We have examined the consolidated balance sheet of Lochiel Exploration Ltd. as at January 31, 1978 and the — 
consolidated statements of income, deficit and changes in financial position for the year then ended. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly included 
such tests and other procedures as we considered necessary in the circumstances. 


In Our Opinion, these consolidated financial statements present fairly the financial position of the Company as at 
January 31, 1978 and the results of its operations and the changes in its financial position for the year then 
ended in accordance with generally accepted accounting principles applied on a basis consistent with that of the 
preceding year. 


Calgary, Alberta Touche, Ross & Co. 
April 11, 1978 Chartered Accountants 


Lochiel Exploration Ltd. 


CONSOLIDATED STATEMENT OF INCOME 


for the year ended January 31, 1978 


1978 
Revenue 
OU AIRC ORR SAE Sia cf eae te Re em $1,795,562 
less royalties and mineral taxes ................. 589,998 
NGE SSIES 2 oe ene ea ee, ove a a a 1,205,564 
©) Gn (al INCOM MPU cheno ae eeisee ks eR RS wee al ohne es 4,836 
Gainomsale ORINVESUMENTS = case cbs eee c een aac 993 
2393 
Expenses 
(CONSE TIN GG tine. Soe See Bae ee ee ee 259 ,996 
Geperaleandsadministrative ....sacde20-re06e00e0% 183,408 
Interestomlong-term TINaNCING.. .2..2ses.e0.05.-% 2. 88,943 
Depletion. andrdepreclation carat cee ew ado th scan ee 247,986 
780,333 
Income before income taxeS ....................2.. 431,060 
Income taxes 
Current —.Provincial’royalty tax credit vo... 20.42)... (1335715) 
YSIS Wee Pes ST Wea 2 rs ee re ne 218,140 
84,425 
INGTHNEOMMO TOR TIC VEAls. 8 Os Soh nics notes he ae elas $ 346,635 
Net income per share (based on average number 
of shares outstanding during the year) ............. 6.1¢ 


CONSOLIDATED STATEMENT OF DEFICIT 
for the year ended January 31, 1978 


Dehiciizau DeGinnliGsO (sy Calamus .censtree clan cock, eave ns $ 651,722 
NEiine Ome Omine Veale. mtn tes eee n cea ee 346,635 
DSNCiEaIZeIGr Oleye ale on eshte tote wee ica $ 305,087 


1977 


$1,805,535 
536,830 


1,268,705 
2,602 
62,550 


17993, 007 


201,412 
139250 
22731 
288,863 
752,306 
03150 | 


(122,483) 
Jae ey 6) 


111,470 
$ 470,081 


Gal 


De 


oie 121,303 
470,081 


$651,722 


Lochiel Exploration Ltd. 


CONSOLIDATED BALANCE SHEET 


ASSETS 


Current Assets 


Cash and term deposits 
Accounts receivable — trade 
Provincial royalty tax credit 
Prepaid expenses 


Investments and long-term receivables (Note 2) 


Property, plant and equipment at cost 


Oil and gas properties 
Production equipment 


as at January 31, 1978 


Other 0 gee Ra ae 


SIGNED ON BEHALF OF THE BOARD 


N. W. TAYLOR, Director 
W.A.WORK, 


Director 


1978 


$ 17,652 
241,800 
255,774 

6,636 


521,862 


540,154 


6,750,629 
1,052,820 
13,036 


7,816,485 


1,411,112 
6,405,373 


$7,467,389 


eer! 


$ 105,450 
201,806 
190,336 

5,934 


203,526 


522,642 


84957109 
1,026,341 
9,046 


6,530,496 


T1626 


5,007 10 


$6,393,538 


LIABILITIES 


1978 1977 
Current Liabilities 
PXCCOMMUSPOAVO DIC ie Bal re ae i hee eR ae oc a $ 87,942 >) 74,552 
ELC VAIO DIOOUCHON TEVENUC. oho os BG a sn he - 126,293 
Long-term debt (Note 3) 
FO CHG ONO AM Sterna wrens Bic tas He os Re ae ok 1,413,621 898 442 
WIGTEVTCGUNCONMECNAXCS oh ooh ed on ee eee: 756,753 So, 013 
MOLI GDINUCSa re ware aed eas Sets a Be 2,258,316 1,637,900 
SHAREHOLDERS’ EQUITY 
Capital stock (Note 4) 
Authorized 
10,000,000 shares of no par value 
Issued 
759-320 shares W191 /— 5,679,326) oe ee 5,514,160 5,407,360 
BSH meen AS aE Re RL Oe ere de aR ieee cll Sond, Lie pal (305,087) (651,722) 


$7,467,389 90,009,000 


Lochtel Exploration Ltd. 


CONSOLIDATED STATEMENT OF CHANGES 
IN FINANCIAL POSITION 


for the year ended January 31, 1978 


1978 
Sources of funds 
From operations 
Net income:forthe Veat ee. sone ae ene $ 346,635 
Add items not requiring current outlay of funds 
Depletion and depreciation...) see 247,986 
Deferred‘income taxes) 42. =8 eee 218,140 
Gain on salecof InvestnientsS 4... - eet eee (993) 
Funds fromioperauions 4 a. eee 811,768 
Issue*G fishanest Sr fk 106,800 
Increase in-pEOdiuction loans). sa. seecee ees ae 909 ,424 
Decrease in investments and long-term receivables . . 3,993 
1,831,985 
Uses of funds 
Property, plant andsequipments..) = eres eee 1,285,989 
Repayment of production loans.) 4.20 255. eee 394,245 
Increase in investments and long-term receivables . . 20,512 
Reduction of prepaid production revenue.......... 126,293 
Cancellation of shares’ Woo ase ee eee — 
1,827,039 
Increase In Working Capital ai eee 4,946 
Working capital at beginning of year................ 428 974 
Working capital at end of year ................+.+4. $ 433,920 


1977 


$ 470,081 


288 ,863 
255,903 
_ (62,550) 


930,347 


18,500 
513,898 


187,695 


—_ 


,650,440 


697,158 
395,142 
32,836 
TS AOF 
209,606 


oe 


408,449 


241,991 
186,983 


$ 428,974 


Lochiel Exploration Ltd. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


i) 


Px 


3: 


for the year ended January 31, 1978 


Summary of Significant Accounting Policies 


(a) PRINCIPLES OF CONSOLIDATION 
The consolidated financial statements include the accounts of the Company and 
its wholly owned subsidiaries, Lochiel Exploration (U.K.) Limited, Lochiel Oil and 
Gas (1972) Ltd. and Lochiel Exploration Inc. (inactive). 


(b) EXPLORATION AND DEVELOPMENT COSTS 
The Company follows the full cost method of accounting. Under this concept, all 
costs relating to the exploration for and the development of oil and gas reserves, 
including related overhead costs, are capitalized. Proceeds from disposal of 
properties are normally deducted from costs without recognition of gain or loss. 


(c) DEPLETION AND DEPRECIATION 
Depletion of exploration and development costs and depreciation of production 
equipment related to Canadian operations, except frontier areas, are computed 
under the unit of production method based on estimated proven oil and gas 
reserves. Costs related to Canadian frontier areas and foreign areas are carried in 
separate cost centres on which amortization is deferred pending the outcome 
of exploration. 


(d) DEFERRED INCOME TAXES 
The Company follows the tax allocation method of recording income taxes for 
all timing differences between accounting income and taxable income. 


Investments and Long-term Receivables 


1978 1977 
Investment and advances—Petromines Ltd. ...... S231) 022005 8 S27 245 
Investment in shares of other companies ......... TAZ GAZ 
Notes receivable from employees, at cost......... 286,270 2805335 
Refundable depositsat.cOStm «4 ae se< ce hes cs 21,350 24 350 


$540,154 $522,642 


The Company holds 903,281 shares (approximately 24%) of the issued capital of 
Petromines Limited, of which 374,281 shares are subject to an escrow agreement. 
These shares have been recorded at cost less a valuation allowance of $182,027. 


Notes receivable from employees totalling $286,270 remain outstanding as considera- 
tion for shares purchased under employee stock purchase and option plans. The notes 
are non-interest bearing and mature between 1980 and 1984. 


Long-term Debt 


The bank production loans are evidenced by demand promissory notes and are 
secured on assignment of book debts and by oil and gas properties. The loans are 
repayable out of future production proceeds and accordingly, are not expected to 
require the use of existing working capital. 


4. Capital Stock 


1978 1977 
Number of Share Number of Share 
Shares Capital | Shares —_Capital_ 
Balance at beginning 
Of Veat {ute Ee ee 5,679,326 $5,407,360 5,828,126 $5,598,466 
Issued for cash under 
employee stock plans ..... 60,000 106,800 10,000 18,500 
Cancelled and returned 
COUPE ASULY . a een ee eae -- = (158,800) (209,606) 


0, /39,326> 90,5 |4AI60 6,679,326, (95 407300 


At January 31, 1978, 75,000 shares were reserved for issue to an employee as an 
incentive stock option. This option is exercisable in annual installments over a five 
year period ending in 1982 and for a price of $2.15 per share. 


Under the employee share purchase plan, 140,000 shares remain reserved for issue In 
the future. 


5. Contingent Liabilities 


i) The Company has issued non-interest bearing promissory notes and guarantees 
totalling $137,000 in favour of various governmental authorities as security for 
exploratory commitments. 


ii) Under a joint interest agreement covering the exploration and development of the 
Buchan Field in the U.K. sector of the North Sea, the Company is to contribute 


as its share of the project approximately 1,300,000 pounds sterling during the 
period 1978-81. 


iii) Under various contracts with a financial institution the Company has arranged to 
purchase 715,000 pounds sterling at various dates in 1978 and 1979 at a rate of 
1 pound sterling = $2.10. 


6. Remuneration of Officers and Directors 
The aggregate direct remuneration of directors and officers is as follows: 
Number Amount 


DiFeClOrsS: <2 Reiterates ee ee ete eee 6 S 4,200 
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LITHOGRAPHED IN CANADA 


TO THE SHAREHOLDERS: 


During the second quarter of the current fiscal 
year, your Company continued on its upward 
trend in growth and, so far this year, participated 
in 13 exploratory oil and gas wells — more than 
in any similar period in Lochiel’s history. This 
number may well grow to 20 wells by year-end. 


Of the 13 wells drilled to date, 6 were aban- 
doned, 5 will be new discoveries (some in more 
than one zone) and the jury is still out on 2 
others. 


As to the financial aspects of Lochiel’s 
progress, sales of oil and gas for the first six 
months were up slightly to $960,000 from 
$956,000. However, higher royalties and expen- 
ses reduced cash flow from operations to 
$421,000 or 7.4 cents per share, from $454,000 
and 7.8 cents per share. Net income for the 
period was $219,000 or 3.9 cents per share com- 
pared to $325,000 or 5.6 cents per share. 


Working capital amounted to $405,000 com- 
pared to $429,000 at 1976 fiscal year-end, 
however your company’s bank line of credit was 
increased to cover any possible further cash 
needs in the near future. 


It may be of interest to shareholders that for 
the first time your company is participating in a 
wildcat in the United States. Lochiel has a 19 
percent interest in a well now being drilled in 
California, 10 miles southeast of South Cuyama 
oilfield, and approximately 100 miles south of 
Santa Barbara. 


Lochiel and Pan Canadian Petroleum Limited 
each with a 50 percent interest, are continuing 
an aggressive wildcatting program in the Atlee 
area of southern Alberta, where they jointly hold 
approximately 31,000 acres of leases. To these 
holdings some 3,520 acres in licences have been 
added over the last two months through acquisi- 
tions at Crown sales. No full details of the Atlee 
drilling program can be given at this time because 
of contemplated further land sales in the area. 
Of the seven tests drilled so far, two have been 
abandoned, but the other five show indications 


that they will become gas or heavy oil producers 
from a number of different horizons which have 
not been developed on Lochiel’s leases before. 


In the North Sea BP has taken over as operator 
on permits 21-1 and 21-6. Drilling on Block 21-6 
is approaching the main prospective horizon in 
one wildcat and another rig is being moved in to 
start a second wildcat. Meanwhile, work is in 
progress preparing onshore production facilities 
for the Buchan field. A rig has been contracted 
and is in the process of moving into this field to 
start drilling development wells, with the first 
two expected to be completed by the end of this 
year. 


Lochiel owns royalty and carries interest in 
approximately 1.7 million acres in the Beaufort 
Sea. Dome Petroleum Ltd., which is currently 
engaged in a three-well drilling program in the 
general area of Lochiel’s interests, announced 
recently that natural gas was encountered at all 
three locations. 


As to your company’s mining interests, little 
work was done this year by Cominco Ltd., on the 
Baker Lake uranium farmout covering approxi- 
mately 288,000 acres, in which your company 
has an 8.6 percent interest. Cominco has the 
option to continue with the exploration program 
for the next year. 


Your company participated in a prospecting 
crew which worked in the same area during the 
summer on a project unrelated to the Cominco 
farmout. In addition, Lochiel took part in a 
prospecting venture in the Yukon. 

Outside Canada, Lochiel, along with other 
Canadian companies, has bid unsuccessfully for 
oil and gas concessions in Spain and Australia. 
Your management continues to spend some time 
evaluating foreign prospects where there are 
chances of large reserves. 


On behalf of the Board, 


Nicholas W. Taylor, 
President 


September 28th, 1977 


Lochiel Exploration Ltd. 


Consolidated Statement of Changes 
in Financial Position 


FOR SIX MONTHS ENDED JULY 31, 1977 


(unaudited) 


Lochiel Exploration Ltd. 


Consolidated Statement of Income 


FOR SIX MONTHS ENDED JULY 31, 1977 


(unaudited) 


1977 1976 
SOURCES OF FUNDS 
From operations 
Net income for the period..... $219,000 $325,000 
Add items not requiring current 
outlay of funds: 
Depletion and depreciation. . 146,000 109,000 
Deferred income taxes...... 56,000 20,000 
CASH FLOW FROM OPERATIONS 421,000 454,000 
Isstresofeshanesse sae nee nee a. — 18,000 
Increase in production loans..... 140,000 85,000 
Decrease in investments and long- 
term receivables ............. 72,000 =_ 
633,000 557,000 
USES OF FUNDS 
Property, plant and equipment... 358,000 223,000 
Repayment of production loans . . 222,000 154,000 
Increase in investments and 
long-term receivables ......... _ 18,000 
Reduction in prepaid production 
CEVENUCH AN ren Per ok 77,000 24,000 
657,000 419,000 
DECREASE (INCREASE) IN 
WORKING CAPITAL ........... 24,000 (138,000) 
WORKING CAPITAL 
at beginning of period........... 429,000 187,000 
WORKING CAPITAL 
ANe(a{qiol(O1r [OHO nw Beis oan oe euee ac $405,000 $325,000 


1977 
REVENUE 
Oilkandigastsalessesrn ss eee $960,000 
Less: royalties and mineral taxes . . 309,000 
Netisales ce, Mand Sonctrs ccna me 651,000 
Othenincomemeeer cece: 2,000 
653,000 
Operating ere ee ree Ce 93,000 
General and administrative...... 94,000 
Interest — long term financing... 45,000 
232,000 
CASH FLOW FROM OPERATIONS 421,000 
NON-CASH CHARGES 
Depletion and depreciation...... 146,000 
Deferred income taxes .......... 56,000 
202,000 
NET INCOME FOR THE PERIOD... $219,000 
RESULTS PER SHARE: 
Cash flow from operations....... 7.A¢ 
Net income for the period....... 3.9¢ 


1976 


$956,000 
289,000 
667,000 
1,000 
668,000 


89,000 
58,000 
67,000 
214,000 


454,000 
109,000 

20,000 
129,000 


$325,000 


7.8¢ 
5.6¢ 


Lochiel Exploration Ltd. 


Consolidated Balance Sheet 


AS AT JULY 31, 1977 
(unaudited) 


1977 1976 
ASSETS 
CURRENT ASSETS 
Cash: ch aaa ince ee ee $ 83139 $ 50,276 
Accounts receivable — trade.... 230,176 215,004 
Provincial royalty tax rebate..... 122,059 67,853 
Prepaidiexpensesiee. 2 eee 6,250 4,540 


441,624 337,673 
INVESTMENTS AND LONG-TERM 


RECEIVABLES#. 4... se eee 450,337 633,457 
PROPERTY, PLANT AND EQUIP- 
MENT Al COSI#. 355 eee 6,888,450 6,056,413 
Accumulated depletion and 
depreciation: 50 eee (1,309,126) (983,263) 


5,079,324. 5,073,150 
$6,471,285 $6,044,280 


LIABILITIES 
CURRENT LIABILITIES 
AGCOUuntS Payables ee $ 36415 $ 12,597 


PREPAID PRODUCTION REVENUE 48,742 175,881 
LONG-TERM DEBT 


Productiondoansis eee. eee 816,442 710,836 
DERERREDUNCOME TAXES. eee 594 613 324,660 
hotalsEtabilitiesses peer 1,496,212 1,223,974 


SHAREHOLDERS’ EQUITY 
CAPITAL STOCK 
Authorized 
10,000,000 shares of no par 
value Issued 
5,679,326 shares (5,836,126 
1A 9Z.G) Aas eee ar ere ge 5,407,360 5,616,966 

DE FIC Tuas 2 eee aan ae (432,287) (796,660) 


4,975,073 4,820,306 
$6,471,285 $6,044,280 


